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1 INTRODUCTION 


Cabinet directed that the Task Force on Canada Mortgage 
and Housing Acorpeoratwon: Study thehpoten tial ior 
Privatizing sthewactiv ites “of “CMHC (a's! opposed" tio 
PHlwati Zaty On MO hertne Orporation sitsel ft) and 
encouraging the private sector to take a larger role in 
thesesaceivvtives. =o! reflectethe unusual position 
Occupied) by CMHC win'’serving both departmental and 
Daniveticnia ts Oleic "the general definitions of 


privatization have been adjusted to encompass: 


awe the disiconpiniva tion, ofthe activveLlessotf the 
Corporation with any assets disposed of in whole or in 


part to the private sector or to the provinces; and 


b)eORchel dis contmindabion of ithewactivirte's; ofthe 
Corporation with each activity being undertaken in 
WholenoOre In arte byethe privatersector or wbyetche 
provinces at their own risk or on the basis of some 
LOormor contract or subsidy arrangement iwith “the 


federal government. 


The objective of this report is to assess the options 
LOm privatization; not in terms °of any absolute “dogma, 
even that of privatization, but rather in terms of a 
realistic appreciation of the future housing needs of 
Canadians in all ‘regions. of the -countrys‘and) the most 
effective ways in which those needs can be met ina 
free and pluralistic society such as ours. We do not 
Eepect Paeeethe somtceti-any hrohe for ythe sreder al 
government in meeting those needs; but neither do we 
aosume “thie teri Cemust automaticadily and ain a1: 
circumstances play the leading role and bear the major 


share of the responsibility for meeting housing needs. 


We have tried, in this report, to consider objectively 
the areas in which government activity remains 
necessary and desirable, as well as those in which the 


private sector may be able to do the job better. And, 


while we argue for a change in the balance between the 
public and private sectors in the housing fteld, we 
respect and jwis h “tormatntadip tt heme ead aon Oe 
co-operation that has long existed between public and 
private) enterprise <n: thiss ancanotg@ractivuty.. felhe 
federal government in general, and Canada Mortgage and 
Housing, Corporation ans particulan, sheave gar phonciand 
honorable history of involvement in housing and 
mortgage markets, and we have no intention of 


suggesting that this should be otherwise in the future. 


The views expressed in this report were thoroughly 
discussed by all concerned and represent a unanimous 
concensus of the Advisory Committee. This document, 
while being published under the authority of the 
Government of Canada, is not a statement of government 
policy, nor should it be assumed that the government 
agrees with all aspects of the analysis contained in 


the report. 
Z EVOLUTION OF AND RATIONALE FOR HOUSING POLICY 
A Evolution of Federal Housing Policy 


The evolution of~housing, policy, and the: iphavosophy 
behind it have, in large part, been in response to 
changing,markety needs wand to changing!socialyeand 


economic environments. 


Federal government involvement in the housing sector 
began, ony a continual sbasisyvin) the #930 tse ne ange BEort 
to stimulate demand and employment. These objectives 
continued during «the plate 1940 *spandsearly) L950msain 
conjunction with attempts to increase the availability 
Of, resoucces= ror hows Lng Tn et he, snri.d-h95 Oe sastine 
emphasis of federal policy shifted to increasing the 
availabiliey (on seunds) tO Tian ancemre crude niet aul 
construction; this objective dominated housing policy 
into the mid-1960's, although the long term objective 
remained the stimulation of housing demand. In the 
late 1960%s, the emphasis shifted again to social 
policy and income redistribution. Provinces became 
active: ineithe@housingepolicy-areamancumehese ae Ly 


1970's couldybe* characterized as a penlodmo: mOuser 


federal-provincial programming. By the mid-1970's, 
both the federal and provincial governments retracted 


trom thiswapproaenh ¢ 


inethe Vast twor years, the policy .objectives of CMHC 
have sEOCUSSeCCNON EherOrovisionm of housing for Low 
PnCoMme. dG COuUDS wand) © roOVv Laing assistance “to 
Municipalities for community services. Prova neva.) 
housing programs remain varied across the country and 
Cevavte cro sche "spectrin cCumark exo FcOondaleLrons Wn “each 


provance. 


Bae Ratronalewtom Housing Policy 


The traditional economic rationale for government 
involvement Tnethe howsing sector is: (Gee exe) 
compensate for market imperfections in the allocation 
Of Capital and resources to the housing sector; (b’) to 
reflect social benefits in excess of private benefits 
(technically called 'externalities') in the production 
Or consumption of housing services; (c) to redistribute 
InCOMeFwendm(d) “to reduce cyclical fluctwavtions an 


residential construction. 


Market Imperfections 


Market imperfections have historically impeded the flow 
of funds into housing because of the nature of the 
mortgage instrument and lagged and incomplete mortgage 
interest rate adjustments, but these imperfections have 
largely been removed ‘as a consequence of CMHC 
activities (primarily federal loan insurance and 
related activities) and private sector flexibility. As 
a result, mortgage investments should no longer be 
considered a residual outlet for investment funds in 
Canada and substantial government intervention is no 
longer necessary on this ground. On the other hand, 
some intervention may be necessary occasionally to 
compensate for marke Mascrimination® Pi it “arises 
against special groups or remote regions or, ona 
contingency basis, in case new market imperfections 
appear. Market imperfections in the allocation of real 


resources, such as ‘land and labour, appear not to 


warrant’ major concern at the present time and, to the 
extent theysextst; arendiketys3tot be ramenab lemme 


competitionspolicy or provincia lwacvion: 


Social Benefits 


When the social benefits associated with improved hou- 
sing exceed the private benefits, a rationale for 
government involvement in the housing market exists to 
compensate for the consequent deficiency in resources 
going into: housing, However; isuch soclaly benerlics 
appear to exist only in cases of extreme deprivation in 
housing facilities, and there is no evidence to suggest 
that such deprivation currently exists in Canada. ~The 
possibility exists for socially negative impacts on 
neighbourhoods to arise from undesirable land uses, but 
these impacts are local in nature and local government 
zoning regulations can be used to prevent such land 


uses. 


Income Redistribution 


Housing, policy -is often) used to redistribute siicome 
toward lower income households. Traditional economic 
theory, on the other hand, suggests that unrestricted 
cash transfers are more efficient and appropriate than 
in-kind transfers in modifying the general availability 
of goods and services to various members of society. 
Consequently, vigdancome- Gis trisbutiongers stiie code 
objective, the use of housing policy is justified only 
L£ unrestricted cash transfers are: not polirically 
feasible. If, however, the social objective’ ms) not 
solely income distribution but is specifically related 
to inereasing the housing consumption) of lowsincome 
households; housing) rebated transfers! may be 
appropriate, but the government must be mindful of the 
possible market distortions this procedure entails. In 
the event housang"policy is, to bevutilized: forr income 
redistribution, jederabl toov-emnmentscon tito. mis 
appropriate since the provinces which can least afford 
a redastmirbutions policy. arehthioseawirrch Naver 


disproportionatensharesofy howsieholids tmsequurung 


assistance. Moreover, the federal government is best 
able to ensure that differences in redistributive 
polvey famong! provinces Pdowneot llead toNartificially 
induced inter-provincial MODUL yor TVOMmGgros's 
inequities betwen individuals in similar circumstances 


across provinces. 


Reduce Cyclical Fluctuations in Residential 


Construction 


Pedegal, policyetogrneducescyicilical flichiatiirons sin 
residential construction activity is often advocated 
because residential construction is one of the most 
volatile sectors in the economy and because this 
volatility is often accentuated by the disproportionate 
TNDAGeeMOnetanyapolicy has onesrt. Residential 
eonstuwetion tends! -to fluctuate in an anti-cyclical 
pattern, tending to increase during periods of sluggish 
or declining general economic activity, and to decrease 
during periods of marked economic expansion. The 
explanation for this hinges on the behaviour of the 
capital market and the interest sensitivity of housing 
demand. iihetsrem fra -cul:orn sr va ilis ONge xpd aciine teh e 


disproportionate impact of monetary policy on housing. 


From a macro-economic viewpoint fluctuations in housing 
are generally desirable because they mitigate general 
economic instability. From a housing sector viewpoint, 
on the other hand, fluctuations are undesirable since 
thes boomionr bust cycles increase housing costs, 
Dowk muipt cies -yandieinvetiriciencvest-and— leads (to 
under-capitalization in residential construction with a 
resultantwereduction in the long cun allocation o£ 
resources for housing. However, unless a housing 
contraction is extremely severe or prolonged, long run 
resource “aliocation is unlikely to beysignitiacantly 
affected and there is little reason to specifically 
Stabiluze? the wesidential® construction sector. Buty it 
Comenaceuons care’ Vekeilye to “be -excessivie’ asa 
consequence of an extraordinarily strong application of 
monetary policy for general macro-economic purposes 
(for example, for exchange rate purposes), the use of 


specific anti-cyclical housing policies is justified. 


Furthermore, the use of housing policy in this manner 
would Moteiconfilictewithymacro=sitabn lbuzatmonneanal may. 
enhance it eby ablowing@monetary pol cyto bel more 
stringent than otherwise might be possible because of 


its disproportionate impact on the housing sector. 
3 HOUSING CONDITIONS AND FUTURE TRENDS 
A Housing Conditions 


The- quality “and° standard) of 1 nousing) tiny Canadaevercin— 
rently unsurpassed. This is: evidenced by the fact’ that 
only s2 sto Gxper cent tof ther dweliingsminreGanadan could 
be defined as dilapidated or lacking basic facilities 
invl976,. sWiths respects tovthe availlabiiatye offnousing 
spaceyuonly: 2) perm cents of) all households yconsitstyoL 
double families (i.e., more than one family sharing a 
dwelling unit) and only 4.3 per cent of households have 
more than one person per room. Finally;ewrthnirespect 
to affordability, the Urban Family Expenditures Survey 
of 1976 suggests that on average the percentage of 
income spent on shelter by homeowners was 15.1 per 
cent, with renters spending 16.3 per cent of income on 
shelter. This indicates that the average proportion of 
income spent on housing is substantially below the 25 


tor s0y per cent rule ob tthumo. 


Despite the extremely high quality and general afforda- 
bility of housing; -certainngroupsi are. expernaencing 
hardship. The high proportion of income spent on hou- 
Sing by low income families, often over 40 per cent of 
income, indicates that these families have primarily an 
income problem rather than a housing problem, for they 
are unable to acquire suitable housing at an appropria- 
te housing expenditure to income ratio. There are, as 
well, however, some low income households whose shelter 
is physically dilapidated and requires rehabilitation 
to bring it up to acceptable standards. It is estimated 
that 438,000 households pay over 30 per cent of gross 
incomes for.shelter sand/or liveswinesub=standand 


dwellings. 


Other groups of low income families are the native 


peoples and rural households that may have housing 


problems in addition to income problems, in the sense 
that higher incomes might not ensure adequate housing 
would be built for them. 


B Future Trends in the Housing Market 


The outlook for the 1980's is predicated on the absence 
of a high pent-up demand for housing, slower increases 
in real incomes, and unfavourable demographic forces. 
The enormous past accomplishments of the housing indus- 
try, the financial industry and government have produ- 
ced a virtually unsurpassed stock of housing for Cana- 
dians; "with almost no significant pool of unsatisfied 
housing requirements. It is unlikely, given the expec- 
ted economic forecast, that there will be additional 
impetus in demand from a sharp acceleration in the 
growth of real incomes. Finally, an important aspect 
of the outlook for housing is the emergence of negative 
demographic influences. Net household formation in the 
high housing demand age classifications is expected to 
decline. The brunt of the unfavourable demographic 
forces should begin to hit the single family market 
just before the middle of the 1980's and consequently 
Single family housing starts can be expected to decline 
substantially after that. Overall, net housing requi- 
rements are expected to peak in 1981 at 237,000 units 


and then decline steadily over the decade to 165,700. 


4 CMHC AND OTHER FEDERAL PROGRAMS AND POLICIES 


The federal government exerts a significant impact on 
the housing sector through a number of vehicles, the 
most important of which are CMHC and the Income Tax 
Act~.1 Since «thrs’ iexaminatiom mist intended! to sfocus™on 
CMHC, emphasis is on its activities. Some consideration 
is also given to the use of the tax system to influence 
the housing sector, but there is no discussion of the 
impacts of monetary policy as it is conducted for gene- 
ral macro-stabilization purposes rather than as a 


housingr policy < 


A CMHC Programs 


CMHC Sis al “crown: concporationewhiehs persormnsc® biomh 
firancial and’-departmental roles "on behallw ofthe 
government. In its financial capacity, CMHC functions 
as) an insurer and as a financial imntermedrary. = Asean 
agent of the government, CMHC operates the Mortgage 
Insurance Fund, which receives fees for underwriting 
insurance and dispenses funds for settling claims. As 
a financial intermediary, CMHC borrows funds from the 
Department of Finance and lends these funds for housing 
purposes. In its role as a government department, CMHC 
administers subsidies to various groups or individuals, 
provides policy advice, and conducts research. Funds 
required for these purposes are provided to CMHC 
through annual allocations appropriated by Parliament. 
Unfortunately for exposition purposes, CMHC's roles are 
often integrated and in many of its programs more than 


one function is performed. 


The major on-going programs of CMHC are described 


briefly below. 


Mortgage Insurance 


Under the National Housing Act (NHA), CMHC insures 
loans made by private approved lenders against loss 
through default. CMHC imposes specified requirements 
with respect to construction standards, amortization 
period, maxinum loanttomvalvetra tio; wmaximuame loan 
amount, and maximum ratio of taxes and debt service to 
income for a loan to qualify for NHA insurance. The 
borrower pays an insurance fee into the Mortgage 
Insurance Fund and with this insurance is better able 


to obtain mortgage financing. 


CMHC mortgage loan insurance has been provided since 
M954 ands hase *cionitribu ted ssurgnacrca ntrlymato tine 
development of the private mortgage lending industry in 
Canada. One such development is the emergence of 
private mortgage insurance which is now provided by two 
private companies, Mortgage Insurance Company of Canada 


and Insmor Mortgage Insurance Company. These private 


companies now compete with CMHC for many classes of 
loans 7salehough there, are still) some: signisticant 
differences in the nature of the insurance and the 
PaOCeSse through wircheut: (Ss iD roOvided. Mure 4b hie 
inspection process and the enforcement of standards is 
generally though twto besmore stringent jand: rigid for 
NHA insured loans than for privately insured loans, 
giving greater protection for borrowers and lenders. 
Second, NHA insured loans take longer to approve. 
Third, NHA insurance has government backing and thus is 
Often toons Ldered as (OLiering, aso reater ~form of 
protection. Fourth, NHA insurance has been used as a 
Velicle. Lor sthe propogation sand adoption, Of site 
planning guidelines, amenity guidelines, and other 
environmental considerations. Birth, the scerms, hat 
qualify for NHA insurance have occasionally been varied 
BOLinE uence the cyclical Jlavailability col private 
mortgage credit; however, such variations have almost 
always been in the direction of greater ease and thus 
LiviSe-antiu-cyclical, role, has been relatively minor, 
SA aye CMEC periodically insures loans that would not 
qualify for private insurance, but when this is done 
CMHC is really using the insurance program to perform 


its departmental role. 


Although the contributions of NHA insurance to the 
development of the private mortgage market have been 
substantial, many of the functions it now performs can 
bewobtained <n, the, private jsectorvor through other 


planning devices. 


Direct Lending 


CMHC may make any type of loan that may be made by an 
approved lender,. if the -loanmis) not«available sto) a 
Satisfactory applicant» through an approwed lender. 
While this program has been used extensively in the 
past, especially during the period when the level of 
NHA interest rates was determined by the federal 
government, direct loans are only currently available 
On a very limited basis in geographical areas that are 


not normally serviced by approved lenders. 
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Public Housing, Non-Profit and Co-operative Housing, 


and Differential Interest Contrioutirons 


In the past, CMHC provided Loans to provinces, 
MUnLCrpalltLies, or public housing agencies Lom ube 
development of public housing through two schemes. iiag! 
the first scheme, CMHC provided 90 per cent of the 
totals capital, cost in tts “financial croOlewand tncnsun 
its departmental role undertook responsibility for 
Making annlials grants, tO COVver oU per cenenOn stire 
operating losses on the project. In the second scheme, 
GMNC provided Vo eper Cent Om cne capltal iCOctse ald 
undertook responsibility for making annual grants to 
cover 75 per cent of the operating losses. Capital 
advances under both schemes were largely terminated in 
POT UPand replacedripy thewditrerent ta wWiuemecac 
programs, but expenditures will continue to escalate 
over the foreseeable future because of previous 
commitments. Over ‘thew )9/9-=34 perrvod, annual 
expenditures for CMHC's share of the losses are 


estimated to be roughly $300 million. 


CMHC also made loans at subsidized interest rates to 
persons OG Organizations providing Dousing.stomtniec 
elderly or low income groups at below market rents, to 
NONn=protLltG organizations formed for ¢hWartuanwe 
PUYTDOSES, and for Non-profit and CcO-Operauive Moucangd 
Groups, These lending activities were largely 
terminated prior to 1979 and have also been replaced by 


the differential interest programs. 


Diffberenttalaanterest contribu LIons Fo pDuUbIT Cc and 
private non-profit housing corporations ana housing 
co-operatives are the cornerstone of the revised social 
DrOGrCaWerntUrOadmcede by fo MH C mri lou ae. Under this 
program, CMHC provides explicit subsidares to the 
corporations or co-operatives. The maximum subsidy is 
equal to the difference between their actual interest 
costs and those which would have been incurred had the 
interest rate been 2 per cent. The program arises in 
CMHC's departmental role since this is purely a subsidy 
program. loans” for the projects are to be obtained 


Lromw private slenders@with CMHC imnsiring again at 


ca 


default, although CMHC retains a small residual lending 
role to ensure that funds are available in smaller 
communities where private lenders are not active. 
Although current expenditures are relatively small 
under these programs, expenditures will increase 
dramatically as they evolve, and it is estimated that 
by 1984 these programs will involve roughly $250 


million in annual subsidy expenditures. 


Rehabilitation and Home Insulation Programs 


SMEG provides” loans and grants to*= individuals “for 
rehabilitation of existing dwellings and for insulation 
of these dwellings. In the case of rehabilitation, 
loan forgiveness grants are also provided for low 
income households. Under the home insulation programs, 
Grants ofr up to™S500 per unit are provided,. based on 
insulation expenditures but not recipient income. The 
subsidy component of the rehabilitation program is 
expected to average $135 million per annum from 1979-85 
tite cOntInUEeS Lh its present’ £Eorm: Subsidies 
involved in the home insulation programs are expected 
to average approximately $165 million per annum from 
POPS VEO “1935. 


Community Services Program 


Puro «Gos 1979 -<CMHCe provided loans’ to provinces -and 
municipalities to finance land assembly, neighbourhood 
improvement, and the installation of trunk, storm, and 
sanitary sewers as well as water supply projects, and 
grants to defray the costs of these activities and 
encourage municipal development. Although all these 
programs have been terminated, past commitments 
outstanding are significant and will continue to impose 


a financial drain for a number of years. 


in L979; wa global funding approach to federal’ Einancial 
aid to municipalities was adopted and the Community 
Services Program replaced the Neighbourhood Improvement 
Program, the Municipal Infrastructure Program, and the 


Municipal Incentive Grant Program. Under the new 


RZ, 


program, CMHC no longersplays tanrotewas fa financra | 
intermediary but rather plays) the role of a4, department 
by Pproviding.exp la ere sswbsa dues, En) 29.7.9; CMHCGaimade 
commitments of $150 million under the new program and, 

in 1980, CMHC will increase its long term funding to a 


level of $250 million per year. 


Rural and Native Housing 


in anmJattlemp tt, ft oo (limp mover sthewig Ulan Gaitiy ca amca 
quantitative nature of rural and native housing, CMHC 
has initiated special programs in all its capacities. 
It thus has supplied loans, grants, and subsidies to 


this end. 


B Housing Impacts of the Tax System 


The tax= system, exerts a. significant, 1mpactsonvthe 
allocation of resources into housing through positive 
and negative income tax incentives. The most important 
of these incentives include the property tax and 
mortgage interest tax credits, the Registered Home 
Ownership Savings; Plan,» thevexemptionvot spxrimci pal 
residences from capital gains taxation, the allowance 
or disallowance of capital cost allowances for tax 
shelter purposes, the absence of roll-over provisions 
With ‘mespectetomthnenwrecapturen.ot Capa tala cog ¢ 
allowance, the setting of capital cost allowance rates 
at other, thanxstrucreconomic depreciation ,s and stne 
non-taxation of imputed rents. Because these tax 
features Jsigniti cantly gat heck ther desirabi lveymo ft 
investing in or consuming housing services, they exert 
a substantial impact..on;, the housing sector: They also 
have Significant, 1nphLicationss Lor. i9oVvernmmeniceet a x 


GeVie NEU C Sie 


5 FINANCIAL OPERATIONS OF CMHC 


As has been descrabed im preceeding sections, CMHC 
Operates both in-.a’ financial srole Jin sits pinsuring fand 
intermediary capacities and in a departmental role in 
Lts social capacity. § <lInuorder stopassescmthert uneanc marl 


implications of its operations,» eacheot, ite prolteswand 


LS 


Puce tO nS jst oO usd) be) tan ail’y' zed) Sielipariat.é Ly. 
Unfortunately, CMHC's budgetary and funding procedures 
are not allocated in this manner and consequently 
considerable difficulty was encountered in attempting 
this. Nevertheless, such an analysis is necessary and 
an attempt was made to impute costs to the various 
ASC vite siorweM nc. The procedure was to first 
segregate the financial flows associated with each 
Dunction;, LOmanalyzetehe@inplications for" CMHC! s 
finanevalw Strwceure pand SColgmndieatet i mpoendaing 


financial problems. 


A winsurances Activities of (CMHC 


In its insurer role, CMHC underwrites NHA mortgage 
insurance and administers the Mortgage Insurance Fund 
(MIF). CMHC recelvesitar tee? of SS 35. per Un tH for 
COGiginating insurance, and this Lee goes anto its 
Operating revenues to help defray its origination costs 
which come out of its operating budget. CMHC also 
receives an insurance fee generally of 1 per cent of 
the amount insured which goes into the segregated MIF. 
Until the early 1970's, disbursements from the MIF 
occurmred@tonly ito settle insurance claims although 
disbursements now also occur to partially reimburse the 
operatingibudget of CMHC, for cos tssrelaved eto 


administering the fund. 


Phiesturwesgtancial vip ications of tthe" ainsurance 
funceionicaneTdTELi cult tovascertain® becausemot the 
procedures followed. mAte the end of 19767, “CMHC had a 
batance: of S6sil.6 MilLlion-in the MILF and $673.militon 
in all its funds (it also administers the Home Impro- 
vement Loan Insurance Fund, the Rental Guarantee Fund, 
and the Home Insulation Contribution Fund), compared to 
Contingent Iablidties” ofes2ie73 billions However, its 
reserves do not reflect the excess of insurance-related 
premiums over outflows because the costs of adminis- 
tering the fund have largely been incurred as part of 
CMHC's general operations. Moreover, CMHC subsidizes 
the insurance operation because the $35 origination fee 
is substantially below the true origination costs which 
appear to range from $40 per unit for large multiple 


unit projects to $300 per unit for new single family 
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U nate si Pinaldyo~athecactuartalwaneunti ol tinaace 1 
imp Miewmthcim stohe ireservesmoft tthe Mik isd rit icul eto 
determine despite the subsidy from the general 
operations of CMHC since a set insurance sfee hasbeen 
charged: onvall itseinsuranee,  sregardliess vote the misks 
associated with the loans. Since some insurance is on 
relatively high risk loans made by CMHC in its combined 
department and intermediary functions while other 
insurance is on private market lender loans, the 


Variance (in risk 4s substantial. 


A number of financial problems are implicit in CMHC's 
insurance operation, the most important of which are 
the inappropriate origination and insurance fees, 
inappropriate allocation of costs and fees, and losses 
associated with and implicit in the portfolio composi- 


tiLonvof the (iMLPS Gand) thes lacke@omilaquidieylor themirund. 


Inappropriate Origination and Insurance Fees 


SinceaCMHC veharges Yonly 235) per@uniie thorny origmnatting 
its insurance and experiences costs of $40 to $300 per 
UtiaeEy, | BCMH.Ce incurs: aiisalbsitan tis Imslios sonia nese Ss 
Origination activity. This loss has been estimated to 
approximeatem@s5—s 202mi Mia onein, LIo ecards CoOmidrbe 
avoided by charging an appropriate fee. Moreover, the 
benefit of the reduced fee goes to all NHA lenders, 
contractors, and NHA insured borrowers regardless of 
income or social need and hence is an inappropriate 


subsidy from a social viewpoint. 


Because CMHC charges approximately the same insurance 
premium for all its loans with only slight differences 
for rental versus ownership loans, its insurance 
premiums are inappropriate and may be too low on some 
of its insurance. This is especially true of insurance 
on social.»loans» made directiy= by) CMHG and graduated 
payment multiple unit residential building (MURB) loans 
made @ bivyastih'e sp miiviea: Pewis eicitome: Asseageve:ss Leyrea 
dksproportionates numben of sho wieis Kmahoane gare 
presented toyCMAC  foraunsunance amc reasa nagmthnetr 
selection and origination costs and, when accepted for 


insurance, generating fees below those actuarily 


ies) 


appropriate for the risk, which could jeopardize the 
MIF and leave large uncovered contingencies. The loss 
due to this inappropriate fee structure is impossible 
SOruUeternane ¢ateechice time but is? Mikelly tobe 


substantial. 


Allocation of Costs and Fees 


Because the insurance origination and administrative 
costs are not explicit but are part of CMHC's general 
Operating activity, the true financial implications of 
the inSurance operation are unknown. As a result, CMHC 
has no check to ascertain*its efficiency and thus vope— 
rating efficiency is not directly encouraged, probably 


increasing the overall cost of this operation. 


Portfolio Composition Changes in the MIF 


The composition of the MIF asset portfolio has changed 
drastically in recent years as a result of a large 
volume of defaults on high risk insured loans. These 
defaults resulted in the MIF acquiring substantial real 
SS waee ova iigs “and, isn -consyunret ron. wrih othe 
disposition of some of these holdings, mortgages that 
Lessued to effect dispositions. §"Iin/ mid=—1979, real 
estate and mortgage holdings accounted for 72 per cent 
OLBt her MLE portfolio; “compared to only 23 per cent "at 
ehe venay-oOr Oho 77. This situatron ras “a “number ‘o£ 


important implications. 


Pirst, pthesrapid rate or real-estate and mortgage 
acquisition indicates a substantial amount of high risk 
insurance and suggests a period of continued high 
defauttl rates. “'Second, themhigh proportion of “ilviguid 
real estate and mortgage assets in the fund 
substantially reduceswthevlgquidity of the MIF and 
sign@iicantly inereases  vts vulnerability to future 
Claimnsceeif the ratetos diquidity loss of the last ‘year 
were to continue, there is a very real possibility that 
Ehe MLE willenot have sufficient Liquidity to meet 
elaine upon, ah by *thebend of 1.979. “Third, "the rapid 


loss in liquidity pinpoints the inappropriateness of 
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underwriting some classes of insurance and/or the 
insurance fee structure. If either some of these loans 
were underwritten or if the actuarily appropriate fee 
had been charged for high risk loans, the losses would 
be less or the total MLP would be much Parger, eer 
either case, the illiquid real estate and mortgage 
assets would comprise a much smaller proportion of the 
total fund. Fourth, the administration associated with 
defaults of such a real estate portfolio is substantial 
and costs absorbed by CMHC are increasing signifi- 
cantly. » Pitth, the nagh proportaonpot reals estarerand 
montgage vholdings indicates thaw CMHGehastnotwoecen 
disposing of its illiquid assets sufficiently quickly. 
Sixth,, the meed. ito: payiclaims: has. caused) -CMHC) toy sei 
securities in the MIF at inappropriate times, creating 
capital losses on the disposition. Dngel 97-33 ecthesie 
losses were $1.4 million. Seventh, the settling of 
insurance claims is creating losses for the MIF in the 
form of acquiring properties with market values below 
the insured value. In 1978, such losses were in excess 
COfes Sk min von. 


It is therefore clear that substantial problems exist 
in the operation of the insurance function of CMHC and 
that both the actual and potential future losses are 
substantial. Although some of these losses are the 
consequence of past actions, steps should be taken to 


limit these in the future. 


B Financial Intermediary Activities of CMHC 


In its financial intermediary role, CMHC obtains funds 
from the federal government through its capital budget 
and dispenses these funds for housing related loans. 
The true magnitude of this function is not reflected in 
the size of the capital budget, however, because the 
administrative costs associated with this lending are 
absorbed in the operating budget, and because CMHC 
funding is obtained relatively cheaply given the type 
Of. loan At.iis makings Sthe wampliciteinterestesubsidyain 
its cost of funds is passed back to the Government of 
Canada which: doesnot erecei ve jan @intere stare tiusn 
commemsU riaites wilt hie aits= tinue) frii-siken wihcliew tie 


administrative costs remain with CMHC. 
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The magnitude of CMHC lending activity has varied 
considerably but is substantial. in 1978, advances 
Evomythe capital budget were’ $51,133 million: However, 
aspa result of (the) reduction sof its intermediary role, 
mMese advances swirls dechiner substantially : This 
decline is already reflected in the capital budget for 
L979; which rs down to $495 million. 


A number of financial problems are implicit in CMHC's 
intermediary operation, the most important of which are 
related to adequacy of its interest margin, the aging 


of its portfolio, and the riskiness of its loans. 


Adequacy of the Interest Margin 


The Corporation obtains funds from the government at 
the government lending rate and has generally lent 
these» funds at) this rate plus 3/8 of 1. -per cent. »s«More 
recently, however, CMHC has begun to lend at the same 
interest rate as that charged by private lenders for 
NHA insured mortgages. This corresponds to the lower 
end of the market rate. The»interes th imangiinwe as 
SUPpOs eamto Hdeiraywalle costs, assioctatedl wareh 
administering) the mortgage portiolio —-— which ois now 
aout se Ofsbuswiiont ==) ash wedi) as, obheraroperatting 


expenses. 


The appropriateness of the size of CMHC's past interest 
ManciuneoOre sy CG Ofk Wipers centwapp ears: idibf fimewlit< to 
jbistualy Jinwthesvitoghteoth) operating) costs and eihe 
generally higher spread expected by private lenders. 
On the other hand, the Corporation has relatively low 
administrative costs associated with its funding from 
the government in contrast to private lenders for whom 
inflows represent a major cost, and has some very large 
loans which reduces the average cost per dollar 
invested. However, regardless of the appropriateness 
Of this margin, —GCMHCyicsimoweiacing anwimpending 


operating deficiency. 


18 


Aging Mortgage Portfolio 


The aging of CMHC's mortgage portfolio will create 
losses "on “tsi adminis tration ofthe tporerolmro 4fon- a 


variety of reasons. 


First, as mortgage loans age, the outstanding balance 
of the loan declines. Since CMHC's interest margin is 
calculated on the outstanding balance of the loan, the 
interest margin associated with each loan declines over 
time, and since CMHC's mortgage portfolio has been 
aging; CMHC now finds 1tselt with avwlarge volume or 
very mature mortgages on which the income generated is 
relatively small. Second, since most of these loans 
still exist, the real administrative costs associated 
with them remain. Moreover, due to inflation, the 
actual costs of administration are increasing while the 
interest margin revenues associated with these loans 
declines.t Third, during the ®perlodmom nigh tintenress 
income, CMHC surplus earnings were returned to the 
Receiver General, preventing CMHC from increasing its 
earnings by reinvesting its accumulated surplus, which 


would have helped defray current rising costs. 


The consequence of this is that regardless of the 
existing adequacy of the interest margin, the aging 
process will ccause sehe costs associated. with 
administering the mortgage portfolio to overtake the 
revenues generated from the margin and create losses on 
the outstanding loan portfolio. Moreover, it appears 


that this time has now arrived. 


Application Fees 


CMHC either charges no mortgage application fee or a 
fee of $35 per unit. CMHC consequently suffers losses 
intwthisistage of Vitsroperation sincesthercocts or (this 


procedure are considerably in excess of $35 per unit. 
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Riskiness .of° CMHC Loans 


Most CMHC uninsured slendings issimplicatiy hagh risk, 
Since these loans, are made as part of CMHC's social 
function. This has resulted in a number of mortgage 
defaults and the subsequent acquisition of real estate 
bym@ithe. Corpojma ts on Recently). thesmates.o£ thiese 
acquisitions has been escalating rapidly as a result of 
1eswsocial wlending policy uny the ~y970"s.. CMHC" ss read 
estate holdings, combining those held directly and in 
the MIF, currently approximate 28,000 units and are 
expected to exceed 40,000 units by June 30, 1980. The 
size and rate of increase of these holdings have a 


number of implications. 


First, large potential losses are likely since the book 
value of the real estate exceeds the market value. 
Second, reduced earnings will occur since mortgages in 
default generate no revenue and the rental return on 
the actual real estate is likely to be below the 
corresponding mortgage interest. Third, administrative 
costs are likely to rise considerably to manage the 
rapidly growing real estate portfolio. FOULEh nthe 
large holdings suggest an inappropriate sales policy 
Since the retention of real estate holdings is an 
MiappyOp ulate nlunction| for ,GMAaGc,. qthas sinyiactris) borne 
out by the sales record, which indicates sales of 1,200 
WOES. Lire hoy 74 26,300 cUumMCS: ain LOTS yetandasales off4-75 00 
units to date sim 1979: 


From the foregoing discussion it is clear that CMHC is 
moving into a period of sharply reduced net revenues 
and likely substantial losses through its financial 
mntermediLary ‘activitiess< eSome ofiithese losses ‘are the 
inevitable consequence of an aging loan portfolio which 
generates reduced net earnings from a given yield 
spread as outstanding mortgage balances decline and 
administrative costs increase from inflation. However, 
the losses are also attributable to initiating high 
risk loans without a corresponding interest risk 
premium or complete failure to charge an appropriate 
application fee for mortgage loans. Even 1£° CMHC 


lending practices are altered, the mortgage aging 
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process makes it inevitable that future losses will 
occur, but 1f them@practace votimaking social loans 
without an appropriate risk premium is continued, the 


losses are likely to be considerably greater. 


G Departmental Functions of CMHC 


CMHC performs many functions in its role of conducting 
federal government social policies in the housing area. 
Invthis role,” Pt treceives Hundang chrom Budge vary 
Appropriations, interest earned on investments, and 
miscellaneous income. The amount of these funds and 
its expenditures in the social area underestimate the 
fwlel scosits: Of TCMHIC® social activ 1ptves because mtine 
administration of many Of (its activale1 oces (Dupage 
housing, urban renewal, sewage treatment, etc.) are not 
fully compensated for, but have been funded in the past 
from its fast disappearing interest margin on its 
mortgage portfolio, because some losses incurred in its 
intermediary LunctwonPanre™ the’ result) ofms ocmalkly 
inspired lending at subsidized rates, and because real 
estate owned by the Corporation is often rented at 
below market rents, generating implicit losses for 
CMHC. 


Consequently ,~ the social’ cost of 9 federal neousiung 
programs exceed those explicitly indicated, and this 
probably tends to increase the size of these programs. 
Without giving account to the underestimate, CMHC 
expenditures on social programs were $ 694 million in 
hoy Ss -andilare’ projected toerise tCopSeaiy334 m1 lislons by 
1984. On the other hand, it must be remembered that 
the primary purpose of CMHC's department role is 
social, and while efficiency in the delivery of a given 
benefit “is 1mportant, the sizeof the benefit “to be 
delivered should be determined by social criteria, as 


well as financial efficiency. 


Finally, it should be recognized when considering the 
overall financialisinp licatwons (Ob CMH Caractivitiles son 
the basis of the preceeding segmented role approach 


that considerable overlap and double counting might 
exist. 


PAIN 


6 OPTIONS 


A Introduction 


The foregoing analysis indicates that there are very 
few reasons for continued large scale government 
intervention in the housing and mortgage markets in 
Canada, because of the current efficiency of these 
markets, the very high standard of housing, and the 
projected decline in new housing requirements during 
the next decade. Moreover, the analysis indicates that 
the financial costs associated with the large scale 
intervention in the recent past have been substantial 
andethat;, 1£¢exsting practices continue; e these cosits 
are likely to increase considerably. It is therefore 
appropriate that the role of the federal government in 
housing and mortgage markets be reconsidered and an 
assessment made of the extent to which CMHC's current 


activities should be privatized. 

B Criterwar form Privatization 

There are numerous criteria that can be used to assess 
the desirability of privatizing the various functions 
presently performed by CMHC, and for selecting the 
optimal privatization option in the event privatization 
is warranted. Among the appropriate criteria are the 
effects privatization might have on: 


(a) resource allocation throughout the economy; 


Gey the cost effectiveness in providing goods and 


services in the economy; 
Cejeeecononic stability; 
(ayes therconauet: of .soCcralwpolicy;s and 
(e) Canadian control of real resources. 
TMilenernverian May “ote equa lily: applyo tor alle CMHC 


activities; consequently, no attempt was made to rank 


the criteria, because it might be desirable to alter 
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the relative *ranking wof the critteria whenmanaly zing 


different CMHC functions. 
C Options lor (Privatization 


Numerous options for privatization were considered, 
ranging from maintaining the status quo with improved 
financial arrangements) to pravatizing: the financevat 
functions) 0f2CMHC Sand ves Bawet.wran Gg) el USmisOcemer: 


programs. 


The major advantages and disadvantages of the major 


options are set out below. 
Maintenance of the Status Quo 


The primary advantages of maintaining the status quo 
with improved financial arrangements are that it is 
administratively easy, that the cost effectiveness of 
CMHC would be improved somewhat, and that the social 
programs could continue to be integrated with financial 
fungeions : The major disadvantages are that the 
intemmicxding) orf sioic tacli programs tiwashhs feamanrcv ay 
activities would continue, distorting the cost of each 
activity and impairing the cost-effectiveness of each 
activity. The government would continue to conduct a 
number of unnecessary functions for which CMHC is not 
the most cost effective administrator. Furthermore, 
the speed of real asset dispositions will continue to 
be slow and the liquidity of the MIF remain impaired. 
Social programs would continue to have a broad target 
group. The cost-effectiveness of social programs will 
remain impaired because of duplication of activities 
with the provinces and because the management 
responsibility is outside the government level 


responsible for raising the bulk of the subsidy funds. 
Alternatives to the Status Quo 


Mortgage Insurance 


Because NHA insurance was judged to be no longer a 
necessary!) public policy, instrument, ithe: asker orce 


considered two alternative methods by which CMHC could 


Zo 


discontinue its mortgage insurance function. Pnieboch 


methods, a federal role of re-insurance is envisaged. 


The advantages to mortgage insurance not being a 
GOvernment activity varemthate CMA CHywouldeno DPonger 
increase, by large volumes, the government's 
liabilities and the illiquidity of the MIF would be 


reduced. 


It was also recognized, however, that termination of 
CMHC insurance underwriting would increase the cost to 
those who would have obtained NHA insurance because the 
hidden subsidy would be eliminated in both the 
intiation fee and in the preferred interest rate. The 
withdrawal of the government from this area might 
ereater thie’ possibility oft imsuffirciLent mortgage 
COMpetLe LON! an the mortgage insurance industry. 
Furthermore, high risk groups may not be able to obtain 
mortgages and the attractiveness of Canadian mortgage 
insurance investment to offshore investors might be 


reduced. 


For these reasons, ways were examined to encourage a 
private company to take up the room left unoccupied by 
CMHC withdrawal, to institute a federal re-insurance 
program, Candkthov maintain (the curren te Llewv.e sof 
investment in mortgages by banks. With respect to the 
Matt emporio hes current Bank@Ac ty asim: tis) ene 
investment in privately-insured mortgages by chartered 
banks to 10 per cent of their Canadian dollar deposits. 
Ll this limitation istnet adjusted’ once "government 
mnourance under the *"Natronal Housing “Acty iis 
discontinued, the effective level of investment in 


mortgages by banks will decrease. 


Method One —- New Company 


This method envisions the creation of a new company 
initially to be wholly owned by CMHC that would take 
OVerPEhesMLE wand its: Trabilitmes from CMHC. The 
eonpany iiwould besisold eno thempubiic ass oon as 
possible, but hopefully within a year of its creation. 
CMHC would thus terminate its mortgage insurance 


underwriting and management of the insurance assets and 
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liabilities. The new private company would continue 
underwriting insurance for its own accounts and would 


manage the remaining MIF liabilities. 
Method Two - Contracting Out Management 


This method envisions CMHC agreeing to terminate 
writing mortgage insurance as of some date, possibly 
December @l, 1.9'30),. "and arranging. for {ties peavace 
Management of the MIF and the insurance portfolio. 
CMHC: would retain ‘the: ownershilp Vand polacy control or 
the MIF and the contingent insurance obligations. A 
variant off thissasvthatparteoh tiherconsi dera tion? for 
obtaining the management would be that the private 
corporation enter the mortgage insurance field and 
commence underwriting insurance when CMHC activity 


ceases. 


Advantages of Method One - New Company 


The advantages of this compared to method two are that 
it would generate government revenue on the sale of the 
Fund and its contingent insurance liabilities; create a 
new on-going viable private entity in the mortgage 
insurance field, which would increase competition in 
the industry; and provide some existing CMHC staff with 
employment opportunities. Terminating the operation 
would ensure that CMHC would not acquire additional 
real estate through the insurance operation and would 
eliminate the need for CMHC to give policy direction to 


the private manager of its existing Fund. 


The disadvantages of this method are the advantages of 


method two. 


Advantages Of Method Two - Contracting Management 


The advantages of this compared to alternative one are 
that sit. wouldenable, CHHCy tovcontrolethe policies for 
managing the existing MIF, but release government from 
the operation and management responsibilities of the 
contingent liabilities and foreclosed real estate. Jue 
would ultimately enable CMHC to realize a larger net 


gain tis the melt tpresen ttvialwentof thie "Mur tover 
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liabilities incurred, as the insurance lapses, exceeds 
the obtainable current market price for the MIF and its 


contingent liabilities. 


The disadvantages of this method are the advantages of 


method one. 


Introduction of a Contingent Re-Insurance Program 


A contingent re-insurance program could be undertaken 
~nvolving the offering of re-insurance to private 
insurers. Miwewonled bes, fel. zveditha tt landerara 
re-insurance program, the government would not be 
guaranteeing, loans »but would, be participating in: the 
losses of private mortgage dansurers, subject tio 


specified maximum limits. 


Such a re-insurance program could be used to reduce the 
shock to the capital market of the cessation of NHA 
insurance and to raise the security provided by private 
mortgage insurance to a level that is somewhere between 
that currently provided by private mortgage insurance 
and by NHA mortgage insurance. It would also increase 
the credibility of private mortgage insurance because 
of the association of the government, lead to some 
reduction in capital requirements for private mortgage 
insurers and so improve expected return on equity and 
also increase capacity marginally; and it would enable 
private mortgage insurers to withstand a higher level 


of claims than at present. 


The program could also, be used to encourage the 
introduction of new mortgage forms, such as Graduated 
Payment Mortgages, by insuring the excess loan balance 
under fobie. scheme,,jands toyakiect whe cycLic al 
aVawlabilLieyrof, montgagemiunds fby, aiceanung the 


conditions for re-insurance. 


This program creates the risks that the government will 
become heavily involved in mortgage insurance underwri- 
ting, through thesbackedoor, and that ithe re-insurance 


program might be used as a departmental tool. 
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Existing Mortgage Portfolio 


The ioptionsmconsiidered were -contraceing out "time 
Management of the portfolio, selling the portfolio, or 
leaving things as they are. An in depth analysis of 
these options could not be undertaken because ‘the 
Fomposit lon vand inetevalue of Pther port hotromace 


unknown. 


The general feeling of the Task Force, however, was 
that the management of the portfolio was an unnecessary 
government activity and that its disposal would raise 
considerable cash for the government. The offsetting 
disadvantage could be the realization of a significant 


loss which is currently on the books of CMHC. 


The Task Force considered that the magnitude of benefit 
arising? teom dispoesreron cotiid ibe large=enougn to 
warrant an outside appraisal and assessment of the 
portfolio to enable a decision to be taken on this ata 


EtlEuImee dates 
Real Estate Portfolio 


CMHC presently owns and manages substantial amounts of 
realy estate insrts Own portLolrov ands in vtie portion 
of the Mortgage Insurance Fund. The Task Force 
eonsidered®the options  VlLor hand ting CMA ey s Peexts cing 
real estate portfolio on sthevassump tion” "thae veers 
inappropriate for CMHC to be the direct owner of large 


real estate holdings. 


The Task Force considered management being turned over 
to the private sector on a decentralized basis and for 
these managers to conduct an aggressive campaign to 
sell these assets under the direction of a person to 


head this campaign. 


The advantages “OLethist are ‘thateeieawouldemerltT eve 
government of an unnecessary management operation for 
wWhtch/@rle >is’ not seu 1itedetandy iinewiwen: m7t 1 newrs 
considerable expense, and eliminate the pressure on 
government "to provide hidden subsidies by renting 


property at below market rates. 
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The ultimate return on the asset could be maximized by 
condi tionangs-the: building: for uwale,eby, improvingesits 
appearance, and fully renting it at market rents and by 
substantially increasing the speed at which CMHC assets 
are sold. The liquidity for thesMortgage Insurance 
Fund would be restored at a faster rate than under 


existing procedures. 


apparent. 


Social Programs 


The following discussion of alternatives should not be 
taken as a suggestion that the federal government 
withdraw assistance from those people in need, but that 
it move in favour of programs that pinpoint need and 
deliver assistance efficiently. The Corporation should 


have the legislation to implement such programs. 


The Task Force considered ways to modify federal 
involvement under public housing programs. The federal 
government could negotiate with the provinces with a 
view to withdrawing from the joint long term subsidy 
comme cmentse bys honouring), inva diréiterent sormeall 
Subsidy commitments involved in units under management 
Wilheichhaarosr gies Ck for Om. it Ni@erO pie tea t WOM s Osta eave 
federal-provincial joint investment and federal loan 
programs. The Task Force did not include the Rural and 
Native Housing Program in this alternative, nor the 


rent supplement on privately owned units. 


Thewadwantages .tomthis optvonearesthatuwl tiew ould 
dGpsentandghe federal and provincial voles: iand 
Fesponsibilities in social housing and) providemwan 
incentive for more prudent management of subsidy costs 
because all subsidy funds would be raised by the level 
of government administering the program. ‘This would 
make management more cost effective and would improve 


the allocation of resources. 


The disadvantages to this are that if the provincial 
governments do not maintain the same level of subsidy 


Go; the extstangqe clients, ithasecould.cause severe 


26 


dislocations: to the iclient group.” Thrs wowlkd afiect 
female-led single parent families and senior citizens 
the most. Also, if the lost operating subsidies exceed 
the interest savings and the management economies 
associatediwithi thes transter, “the Eranamevalyeosts. to 


the provinces will increase. 
Non-Profit and Co-operative Programs 


The Task Force considered withdrawing federal funding 
with the thought of developings a more efficient 
delivery system for benefits to low income households. 
The objective would be to design a program where need 
targets were more specific and to separate measures to 
increase the supply of housing from measures which 
increase access to adequate housing at a reasonable 


proportion of income. 


Thesadvantages) toOmth ise alternative are, cict filrewould 
terminate .a program whichy has».thempotenti al shor 
Significant abuses in terms of the client group served 
andedelivery -inefLtiicwvencies and for which the 
Gov ennment  hasmundertakeny Long ™=tverm sibs 1dy 
commitments, without proper assurance they will go 
initially and throughout the commitment period to the 
appropriate target group. It would free resources to 


devote to the assistance of persons in real need. 


The disadvantage of termination of these programs is 
thate1t would cause a®tsunk' loss of Piederalm funds 
which have already been expended for the development of 
non-profit and co-operative projects which have not yet 


been approved for federal funding. 
Rehabilitation 


The Task Force endorsed the principle of assistance for 
nehabirlitation bw thought: the fproegram shou ld *he 
restructured to be more cost effective and to channel 
the assistance more directly to those in need of aid. 
Consequently, the Task Force ;consSidered=that the 
program should be reviewed with the objective of 
specifying financial requirements for owner-occupants 


on the basis of net assets as well as income. In the 


Zo 


Gite meiye as Sa Sowa nGcenetios bandlords: £07 wena 
accommodation could be withdrawn. Our discussion does 


not include Rural and Native Housing. 


The advantages to the Task Force's objective are that 
the program will be more targeted to needy groups and 


delivered in a direct way. 


Although there would be less rehabilitation carried 
Out, it is questionable whether low income households 


would be greatly affected by this withdrawal. 


Income Maintenance or Shelter Allowance 


After considering the general housing supply situation 
expected in the 1980's, the needs of low income 
Canadians, and the problems identified with the above 
programs, the "Task Force. briefly considered stihe 
replacement of most existing social and departmental 
housing programs with direct grants to individuals. 
These grants could be conditional on attaining adequate 
accommodation at an appropriate proportion of income or 


they could be general income transfers. 


Direct grants have the advantage of delivering housing 
assistance to the appropriate target group with minimum 
Gistoreiloneto the housing marnketmand wath ~maximum 


efficiency. 


A full analysis of such schemes was outside the purview 
of this Task Force. The scope and cost of such schemes 
were not investigated; similarly, the Task Force did 
not attempt to measure the impact on the market of such 
demand, in particular, whether a high enough level of 
demand would be created to stimulate an adequate level 
of construction and rehabilitation of existing housing 


stock. 
Community Services Contribution Program 
The Task Force considered termination of the program at 


the end of the current federal-provincial agreements 


but leaving the legislative authority intact so that 
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where a specific need can be demonstrated, CMHC could 


ae. 


The advantages to terminating the prodrameaavre. tne 
withdrawal of a federal program which is essentially 
addressed as a municipal problem and the removal of 
responsibility from CMHC for aM fiscal trans tern spe roguan 
that is*only very indivrectly *retated tomhousiundg, 
Resources would be freed which could be used to meet 


specific housing needs identified. 


One “conceivable disadvantage to termimnatingmiedesal 
funding for the*progran onan “on-going basis) Uomenae 
the federal government will decrease its power, however 
vague’, -to “improve community env? ronment se Or 


Canadians. 


Personnel Adjustment Program 


The Task Force was concerned that any re-organization 
of the Corporation, “resulting Lrometnis report, pe 
implemented in such a way so as to avoid interrupting 
the career pattern of any employee. The Task Force 
considered ways to ease and smooth any transition for 
the employees. The main objective to be addressed is 
to make contact between CMHC staff and potential new 
employers and to make each party fully aware of their 
POtentlablewand Capaplunt Les. The Lact sehia c= -GMrc 
personnel are not considered part of the federal civil 
service for employment purposes was considered a 
definite limitation of finding alternative employment 
hOr (CMHC S Cain. 


One possible way is to employ a consultant, experienced 
in the field of employee relocation, who is capable of 
providing a comprehensive counselling service and who 
has offices and qualified staff in all major centres in 
Canada. This consultant could ave the authority a0 
draw upon the - resources of “tire Piwbw Te sSservice 


Commission and to implement a comprehensive program. 
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D Conclusions 


CMEC ynas carriedsouteithe dual functions of sfinanciels 
mntermediary andysoetal policy agency. The mixing of 
financial and social policy functions has meant that 
the costs of each operation are unclear and that the 
functions are not implemented in the most efficient 
manner. The private sector holds financial expertise 
and operating experience. The government's primary 
function in housing should be to implement the social 


policies appropriate to the day. 


Decreased direct federal activity in the housing 


Markets is warranted. 


CMUHCOMaAcCtivatiessan snort gage insurance,’ coud d vbe 
discontinued with little efifectironypublaieipolicy and 
with substantral operating, savings sand meduced 


contingent liabilities for the federal government. 


mhe: tronecasit opera ting deri cit! (oneeeh ey mort gage 
portfolio administration can be reduced by transfering 


Management and/or ownership to the private sector. 


The subsidy functions could be realigned in such a way 
that the federal and provincial roles are disentangled 
and programs more effectively directed to a specific 


target group in need of housing assistance. 


The federal role in housing would then evolve to be a 
continuing concern with the supply of mortgage funds to 
be implemented through government re-insurance of all 
mortgages; a continuing concern with the distribution 
of and access to mortgage funds, to be implemented 
Shroughpthestctnvaty Gof! dhenderero selec inesort. at 
appropriate charges, for those individuals not serviced 
by the private sector; and a continuing concern with 
access to quality and affordable housing for those 
households who aresiinot able “rorattain’ adequate 
accommodation on the private market at a reasonable 
proportion of their income, through the activities of 
rent subsidies, grants and loans for rehabilitation to 
owner-occupants, grants and loans for rural and native 


persons, or through income maintenance or direct cash 
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transfer “programs 7 and Cie Ougiis Bae stele ch saad 


demonstration projects. 
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RECOMMENDATIONS 


Recommendations to the Federal Government 


Afterscaretul considerabilonwotieal Liofs-thes advices tiat 


has been received to date, the Advisory Committee re- 


commends that CMHC activities be primarily in the area 


of social or departmental housingpolicy cand ithatewt 


essentially discontinue, tts financsal functions. she 


specific recommendations to effect sthiss are, set, out 


below. 


als 


That CMHC be maintained in place with its current 


legislative authority. 


That CMHC. focus on identifying ithose areas where 
federal government involvement is required to 
provide adequate shelter for low income Canadians. 
The primary function! of CMHC) isi tonconduct federal 


government social or departmental housing policy. 


In this connection, that the Minister Responsible 
FopeCMHCe(hereinafiter -yohe Mainisterm and sthie 
Ministers ofeState tforl Social. sPolicvadirectmagstudy 
on the feasibility and financial cost of replacing 
most existing social and departmental programs with 
asdirect incomes maanwuenanee yor edhirectahousing 
allowance scheme and report back to Cabinet by the 
end Ofge9S 0. 


That the following CMHC departmental functions be 


given special consideration, as described: 
a. Public Housing (50 year subsidy commitments) 


That the government commence negotiations with 
the provinces with a view to eliminating 
subsidies by January 1, 1982. The settlement 
of long-term commitments in this connection 
might include /fongivenesss70f smor t gage 


commitments on, or divestment of federal equity 
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Eno pikaer housing... Nownew icaprtia laproject’s 
should be considered at this time, nor any new 
long-term subsidy commitments on provincially 


Owned housing. 


b. Community Services 


irae stheGovernnent of Canada notity the 
provinces that the program will terminate as of 
December 31, 1980 when the current federal- 
provincial agreements expire. That federal 
contributions be made on eligible and approved 


projects untuleMarch 31; 1982). 


Oh Residential Rehabilitation 


iat NOmnUmoheretundiing sbemconsvderned hor 
landlords until this section has been carefully 
reviewed. That CMHC carefully review the loan 
a neae2grr arn EG co Gir ann» weit e eereorercre mie oO. 


Owner-occupants with a view to: 


Le visecuring ithe funding fLrom=private sources, 


and 


ii. making grants only after net assets as well 


as income have been considered. 


d. Non-Profit and Co-operatives 


That funding be withdrawn from both the public 
ana lprivarernon=proitewande@co-operative 
programs with the thought of developing a more 
efficient delivery system of benefits for low 
income households, but that the implied subsidy 
conmntments contained!) “in @tul kyr commrrted 


development funds be honoured. 


enti) Thatvall’ operating costs related torCMHG social 
programs be recovered from the Minister through 


appropriations. 


4. That CMHC cease writing mortgage loan insurance, 


except in extreme circumstances when the private 
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Market cannot supply this service in remote areas. 
CMHC would stop underwriting insurance at a time 
designated by the Minister once a decision has been 
made about the best mechanism to be used to remove 
mortgage insurance activities from CMHC. That the 
Minister employ consultants to advise him on the 
mechanism to be used. While there are two general 
routes that can be considered =- sone tinvolves the 
Sake. lofi tassets fandeli aby Miueres tonitanyon—do tig 
basis, and the other involves the management of the 
liabilities of the mortgage insurance portfolio and 
of the assets of the Mortgage Insurance Fund -- we 
recommend sale of the assets and liabilities. That 
the Minister sreport “beck (to Cabinet-on sene 


preferred mechanism by the end of February, 1980. 


That the Minister of Finance be asked to amend the 
Bank Act to allow banks more flexibility in the 
ratio of Canadian mortgage loans to Canadian dollar 


deposits. 


That the government provide re-insurance for the 
mont gage Tindustrya /*Suchsre—insuranceywould “be 
short of a government guarantee but would raise the 
security provided by private mortgage insurance to 
a level that is somewhere between that provided 
currently by privatermmortgageminsurance “and Boy 
National Housing Act mortgage insurance. Lercoucd 


also be used to serve other housing needs. 


That! tivesiMinwis ter stp pointwaieicn cee dw apleeto 
immediately assume responsibility for the 
Management “and salesoirall thesproperties jcurrencly 
held by the’ Corporation through foreclosure in 
connection with) direct lending for Stier mortgage 
insurance program. The individual should be free 
to take such actions as are required to maximize 
the return on the assets involved. “Lt ismequally 
important *thatwthissindividuale be Ginstructed “to 
deal in the most sensitive manner possible with the 
very urgent personal problemsMthat Vcontront’ many 
individuals who have been encouraged into buying 


housing which is now beyond their means. 
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8. That the Minister appoint ani individual ‘to: 


a. arrange for the management of the mortgage 


POKCEOLIO tLo,be contracted. out, and 


b. assemble the information required to sell the 
POLLEOM O andyithensomrthe instruct lonsot athe 
Minister, to liquidate the portfolio. (If any 
Portion, Of Bthe porter ol osiisy tou sold7e it 
should be offered to those who are on the 
mortgage at the same discounted price, before 


any budketrans fer .7) 


9. That those employees who are displaced by the 
re-Organization of CMHC be treated as though they 
were civil servants, be allowed to compete for 
positions in the public service for a two-year 
Der hod, (andisve wiltaiced jon) antiiiveica 1eth em onten 
Dron ucye Lact se The Minister should) ta pp o1n ten 
individual to implement a personnel adjustment 
program which involves careful management and 
attention to each individual so that employees of 
PhesCorporatron iwill>=undergornons nverruptionuin 
their career patterns. The individual would have 
themauthora ty tto cakl on. the@resournces: (of sthe 
Public Service Commission and the program would 
encompass the components listed in section 6.4 of 


the previous Chapter. 


B Financial Implications 


Insurance Function 


Method One - Creation of a New Company 


The Superintendent of Insurance estimates thata 
capital investment of $25 million would have to be made 
into the new company, to enable it to meet the 
regulations of the Insurance Act dealing with the ratio 


Of equaty to diabrlity. 


The Consolidated Revenue Fund (CRF) would be freed of 
Ene responsibility for funding the 1tiligquad sMortgage 


Insurance Fund after the new company had been sold. It 
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is estimatéed«that Noans’ required strom them@RE in 930 
will Camownt! to 4l20emisilivoni -oOnibesemehere “sme 


substantial acceleration of real estate sales. 


CMHC wouwld be freed of the lossmineurredsim the 
initiation of mortgage insurance. ! This would® cesult 


in, a@xsaving sto sthe Corpora tion of isi simi ion asyear. 


The Government would no longer incur large volumes of 


additional liabilities and foreclosed real estate. 


Method Two - Contracting Out Management 


This proposal requires no capital investment and allows 
the CRF to take the residual of the Mortgage Insurance 
Fund as and when liabilities have been discharged. The 
CRF would be required to finance the loans for the 
Mortgage Insurance Fund. With careful and prudent 
management of the mortgage insurance portfolio, one 
would expect to minimize the losses associated with 
foreclosure and very much reduce the turn around time 
betweeen foreclosure and resale and thereby 


substantially reduce the cash demands on the CRF. 


The Corporation would be freed of the loss incurred in 
the» inithation “of jmontgage Minsunance. This would 
resulthinvacsaviangetormthescorporat ion Omest Sammi aon 


per year. 


The. Governwent “wou kdi= stop merincWw eran a adamterona 


liabilities. 


Introduction of a Re-Insurance Program 


This°programewould bevfiananced out of stheyicesi cas 


established by the Superintendant of Insurance. 


The exposure of the government would be considerably 
less gthansundeiri thesiex lis tin gqitarrvangementcuoL eNHA 


insurance. 


Si. 


Real Estate Portfolio 


Thescorporation has almost $500 million invested in 
Beallesvate that would be sold over the next five 
Mieags.: clhist wile wesudt gin. aynet. inflow ,od. 46.500 
MIATTON Into the svORE and the MIF less etre cost of 
Operation and sale, plus rental income before sale, and 
plus or minus the difference between current valuation 
and ‘sale price. By careful management of each 
individual structure and the adjustment of rents to 
Market prices, we would expect to maximize the return 


by putting full occupancy buildings on the market. 


Savings for Subsidy Functions 


The following table sets out the expenditures which 
would not be made and therefore the cash which would 
Mower an.y.e. tO be od fawn. -f£ From thesCRe |) tf” tine 
recommendations were implemented and if the 
negotiations with the provinces on the long-term public 
housing subsidies were successful. They do not include 
consideration of the cost to the government of settling 
the loans and equity for public housing. The figures 
SHOULGy NOE bebconsidered as net savirng's “toy the 
government. Rather, these expenditures reflect the 
general magnitude of a direct grant program which could 
be considered to replace the current social housing 


programs. 


The figures are based on the CMHC 1979 approved 'A' 
base budget. 


Cc Federal-Provincial Considerations 


Pe pethesprivatizgatcion, Of the sinsurance shumct1ons is 
expected to be viewed favourably by all but some 
provinces and territories which have large rural 
populations which might not be well serviced by the 
Delvate sector. Mheyrve-insurance provisions or 
Others special provicions should assist these 
populations. These provinces are also expected to 
seek a continuation of CMHC mortgage lending 


functions, on a last resort basis, for rural areas. 


Reductions 
Advances 


Non-Budgetary 
Cash Advances 


Public Housing - 
Su740 (req. ) 

Rehabilitation 
Por rental and 
non=profit 


SUD lOuaL 


Budgetary Cash 
Advances 


Bibi peyHous:ings— 
S. 40 (eeq.) 
S. 44 (prov. 


Owned units) 


Public Housing = 


S. 40 
Se 44 


Non-Profit and — 
Co-operative 


Rehabilitation - 
for rental and 
nOn—-proOLr it 


Community Service 


Sub-Total A 
Total 4 
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in Non-Budgetary and Budgetary 
if Recommendations Implemented 


Ss iMiidlislemnsS 


80/81 81/82 82/83 83/84 84/85 


No new capital commitments after 1979. 
Zee S40 36.0 39.8 43.1 


- No new commitments after 1979. 


NS) 


3 a2 4.3 4.8 5.0 Di 


NO 
r= 
ee) 
> 
= 
OO 
c= 
fi 
o>) 
> 
> 
(oe) 
> 
(oe) 
“| 


No new subsidy commitments on new 
SONSETUCELON abterm 19 1.9% 
= Oro Sree Nee Lae 
a Oa 4.8 AS EO) WAS 


Existing stock: expenditures not made 
if provinces agree to terminate 
federal subsidies, Jan. 1, 1982. 


= = swear 69.0 L258 
= = 187.4 219.4 23254 


No new subsidy commitments after 1979 
except, fon wunitssimplied in, tully 
committed development funds. 
ie 0 1366 Bais TL Oner2 108.4 
No new subsidy commitments after 1979. 


Ieiiers 20rd 30.8 30.8 30.8 


s - Termination after 1980. 
Z50'6 25026 250.6 


eho) alee eyleyne 656.1 12467 
2.6 82.4 614.9 LOS el oreZ 
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The provinces may react negatively to a large 
amount of real estate being sold on the market at 
One time. Tenants facing rent increases could 
approach the provincial government for a rent sup- 
plement. When this occurred in one province last 
year, that province was not happy about tenant 
pressure to increase the government's subsidy bud- 


get by a large amount over a short period of time. 


All provinces are currently operating their own 
housing programs to meet the housing needs which 
they perceive to be priorities. Without exception, 
provinces consider that programs designed by the 
Pederal —dovernicent, HO “app ky equally) ©eo lta lit 
provinces are not the best way to meet the housing 
needs perceived as priorities by their governments. 
Provincial governments seek maximum flexibility in 
applying federal funds to provincially perceived 
h-Ovuss 4. ng?) nrere dis). PEGcO Vien. Creas, “CoO NS ivdrerr 
federal-provenerval administration of housing 
programs a duplication and overlap of federal and 
provincial government services. The Premiers 
Called iOreaaroauct1on Of “thas at ther Lows 


conference in Regina. 


Federal and provincial agency negotiation on this 
have not progressed very far, however, because the 
PLOVINcCeS vappear “to prefer duplication to .an 
elimination of federal funds. For this reason, 
provinces can be expected to press for continuation 
Of sthe Rehabtigtathon and Community Services 
Contribution programe. The phasing out Of, ‘the 
RonobilieeotuOn  Drodnram might. be. a minimal 
acceptable position to them. They might attempt to 
have the Community Services funds replaced through 
increases to other programs such as the Established 


Program Financing. 


Provinces: are Darviilcularly concerned iwith thie 
Lisingecost Of Public nousing subsidies and ate 
seeking alternative ways to control expenditures. 
Most provinces would react strongly to suggestions 
by the £Lederalvgqovernment to limit federal 


expenditures on public housing units currently 
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under -long termpcontract for’ cost-sharing. One 
province has suggested a settlement of the public 
housing debt and the federal expenditures committed 
in ‘Subs irdy conmeracts . The *reaction o£ other 
provinces’ *#o this suggestion has not been 
enthusiastic. Provincial interest in seeking new 
arrangements for existing commitments might be 
dependent upon a new federal program which relieves 


provinces of their subsidy costs. 
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